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17 October 2005

Dear Ms Kelsall

Exposure Drafts — ED 1/05, 2/05, 3/05, 4/05 and 5/05 (“the EDs”)

We are pleased to have the opportunity to comment on the above Exposure Drafts issued by the
Auditing and Assurance Standards Board (AUASB). In developing our views and comments
expressed in this letter, we have also considered the content of the Explanatory Guidance and
Draft Preamble that have been issued by the AUASB.

We are fully supportive of the two phase approach being taken by the AUASB in order to
satisfy the strategic objectives established by the FRC and the requirements for legal
enforceability of the standards as required by CLERP 9.

As you will be aware, we have also been involved in the joint submission from the Auditing
Standards Response Group (“ASRG”) on the EDs and support the recommendations contained
in the letter from the ASRG to the AUASB dated 11 October 2005. We would however, like to
take this opportunity to emphasise certain of the recommendations contained in the joint
submission that we believe are of critical importance to achieving the desired outcomes and
intentions of the AUASB in the redrafting process.

International conformity

We understand that as a result of its Clarity project, the International Auditing and Assurance
Standards Board (“IAASB”™) is expecting to release five Exposure Drafts of International
Standards on Auditing as well as the proposed Clarity Explanatory Memorandum (equivalent to
the Preamble) for public comment, following its next meeting on 19 October 2005.

We appreciate that these are only Exposure Drafts and that the application date of the resulting
standards is likely to be for periods commencing on or after 15 December 2007, however, as the
approval process for phase one of the Auditing Standards will last until February/March 2006,
we believe it would be appropriate for the AUASB to consider the content of these documents,
especially the Clarity Explanatory Memorandum in this process.

KPMG, an Australian partnership, is part of the KPMG International
network. KPMG International is a Swiss cooperative.
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We also recommend that as part of phase 2 of the rewrite process, the AUASB consider aligning
the format and structure of the Australian Auditing Standards with the Clarity format of the
ISAs.

Ordinarily

We would like to reinforce the recommendation in the ASRG submission that the words
«....and do not require documentation™ are inserted into the interpretation of the word ordinarily
in the Preamble. This provides additional clarity to the issue.

In addition, we believe that it is also fundamental that this area is addressed in the redraft of
AUS 208 Documentation to ensure that no conflict exists between the documentation
requirements of the Preamble and those that result from AUS 208.

Exposure process

Our comments on the EDs are based on the version of the Preamble dated 25 September 2005
that was placed on the AUASB website. We understand that this document will be amended and
therefore, our comments in this letter may change as a result of amendments to the Preamble.
We would therefore appreciate the opportunity to provide further comments on the EDs if
necessary as a result of any such changes.

In addition, there are many references in the EDs to other standards, especially in relation to
mandatory requirements. As further Exposure Drafts are issued, we would appreciate the
opportunity to provide further comments on the EDs as they relate to cross-references between
standards.

Minimal change

We support the phase one objective of minimal change to the Auditing Standards, however, we
believe that certain changes are essential to avoid uncertainty in relation to the mandatory
requirements and also any possible misinterpretation of their scope and extent. We have
included details of these changes in the attached appendix, together with examples of situations
that support the points raised above.

We would be pleased to discuss our comments with members of the AUASB or its staff. If you
wish to do so, please contact me on 02 9335 7108.

Yours faithfully

Chris Hall
Partner
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